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Key Points

B The world economy post the GFC: EM, debt-ridden developed economies and the ‘caterers’
to EM growth.

B Australia benefits greatly from its export mix and proximity to the Asian growth centres.
B Our forecasts have growth back to trend — but not for every sector.

B If mining grows as a share of the economy then other sectors must be squeezed. Sectors
exposed to the currency and interest rates will be under pressure.

B The growing importance of commodities will make the Australian economy more volatile, with
implications for fiscal and monetary policy. The global economy will also be more volatile
given the stretched nature of sovereign balance sheets and the regulatory and market
constraints on credit growth.

B This means we need to be prepared for downside shocks even when the outlook seems
positive.

B Our relative success during the GFC helps explain the current hawkish stance of the RBA.
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Some longer-term thoughts on the
post-GFC economy
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Debt will be a constraining factor on the developed
world for many years to come

Debtofthe non-financialsector
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For instance, the fiscal challenge facing the US is

enormous

Figure 1-2.

Federal Debt Held by the Public Under CBO's Long-Term Budget Scenarios
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MNote: The extended-baseline scenaric adheres closely to current law, following CBO's 10-year baseline budget projections through 2020
(with adjustments for the recently enacted health care legislation) and then extending the baseline concept for the rest of the long-
term projection period. The alternative fiscal scenario incorporates several changes to current law that are widely expected to occur or
that would modify some provisions that might be difficult to sustain for a long period. (For details, see Table 1-1 on page 3.)

Source: Congressional Budget Office
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With massive changes to spending or taxes required

Figure 1-3.

Reductions in Primary Spending or
Increases in Revenues in Various Years
Needed to Close the 25-Year Fiscal Gap
Under CBO’s Alternative Fiscal

Scenario
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Source: Congressional Budget Office.

MNotes: Primary spending refers to all spending other than interest
payments on federal debt.

The fiscal gap is a measure of federal shortfalls over a given
period. It represents the extent to which the govermment

would need to immediately and permanently either raise tax
revenues or cut spending—or do both, to some degree—to
make the government’s debt the same size (relative to gross
domestic product) at the end of the period that it was at the

beginning of 2010.
Source: Congressional Budget Office
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US better placed when we look at household debt

7 Household debt as a share of disposable personal income* 7
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EM countries face a much better ‘fiscal future’

“Following financial crises real public debt up 86% after 3 years”

(Reinhart and Rogoff, “This time is different”, Princeton 2009

Welcome to a new world!
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Lower global trend growth and different growth drivers
in the future
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History points to monetisation of public debt and
inflation

15 = s Fiscal monetisation Volcker
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Credit will be both more expensive and harder to get

B Credit spreads have widened sharply from their pre-crisis levels.

B Regulators want to reduce the leverage in the banking system — by necessity this means
credit will be less readily available.

B These changes are likely to be permanent.

Capital Ratios (All US banks)

Credit spreads have widened Ratics (%) 2004 — 2010
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Meanwhile, Australia faces a different set of challenges

B The strong performance of the Australian economy has implications for our interest rates
and the Aussie Dollar.

M |n turn this has implications for different sectors of the economy.

The level of cash rates and housing finance
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Note that our interest rates are close to ‘normal’ despite
exceptionally low rates in the US — this could be a long

term divergence
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There are regional implications from the set of
economic circumstances facing Australia

B The resource rich states, WA and Queensland, outperformed during the commodity boom
and then suffered the most during the global slump.

B They are now recovering rapidly, though the more diverse nature of the Queensland
economy means it is lagging the pick-up seen in WA.
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The growing exposure to mining will have implications
for the volatility of the economy

B The share of the economy directly exposed to mining has grown over the past decade.
B Given the investment intentions of the mining sector its share will continue to grow.

B This means that Australia will become increasingly exposed to the volatility of commodity
prices.

Mining dominating private sector CAPEX outlook
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Longer-term conclusions: volatility likely to
increase

Countries with high debt levels face constraints on their policy choices.

This will lessen their ability to respond to further shocks, suggesting that growth over the next
decade could be a lot more volatile than over the past twenty years.

Fortunately Australia’s growth prospects are more highly linked with the low debt/high growth
EM countries.

While this is a plus, it has implications in terms of the likely interest rate and currency settings
facing the Australian economy.

In turn this has implications for the mix of economic growth in Australia — in terms of both
sectoral and regional growth. Those parts of the economy exposed to interest rates and the
currency are likely to be squeezed on a relative and absolute basis so long as the commodity
boom continues.

This means the commaodity sectors will grow as a share of the economy, continuing the trend
evident for a decade.

This will have implications for the overall volatility of the economy and, in turn, for the volatility
of fiscal and monetary policy settings.

We need to prepare for downside surprises.
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The Near-term Economic Outlook
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Our economic forecasts by country/region

Economic Forecast Summary

GDP growth, % CPl inflation, %
2008 2009 2010F 2011F 2008 2009 2010F 2011F
G7 -0.2 3.5 2.6 21 3.2 -0.1 1.3 1.4
-Us 0.0 26 2.8 3.1 3.8 03 1.6 1.7
--Japan -1.2 -H.2 2.7 0.1 1.4 -1.4 0.8 0.7
--Euroland 0.3 -4.0 5 1.0 - 0.3 1.6 1.7
EM Asia 1.1 5.7 8.8 1.3 6.9 0.9 4.5 4.0
-—-China 9.6 8.7 96 2.6 59 04 3.0 25
—-India 6.4 57 8.9 8.1 9.1 2.2 9.3 7.2
EMEA 4.4 5.4 4.1 4.2 12.6 8.0 1.7 6.9
--Russia 5.6 -7.9 4.0 45 133 8.8 8.1 53
Latam 4.0 2.6 5.5 4.1 9.5 6.0 1.9 T.7
--Brazil 51 0.2 716 45 5.9 43 4.8 5.0
Ind. countries 0.0 -3.4 2.3 2.0 3.3 0.0 1.4 15
EM countries 6.0 2.3 1.3 6.1 1.9 2.8 5.3 4.9
Global 2.7 0.9 4.5 3.8 5.3 1.2 3.1 3.0

Source: Deutsche Bank Global Markets Research
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A key issue: Might the US economy double-dip?
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US savings rate may not need to increase further
with wealth back to historic average

Ratio % of DPI
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But US labour market remains a risk to the outlook
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Australia benefits from being a ‘caterer’ to EM growth

B Australia’s terms of trade has surged over the past year.

B With the gain consistent with the global recovery.

Australia’'sterms of trade
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With China a big part of the story and the long-run

picture remaining positive

Steel P;oduction

Index Global _ |Index
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As a consequence of the rebound in the terms of trade
Australia is back to managing ‘success’

B Nominal GDP rose to 10% in year-ended terms in June 2010.
B This has seen domestic final demand once again move higher than (real) GDP growth.

Gap between nominal income and production has widened again Demand is again outpacing production
8.0 _
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The contrast with the performance of the US economy is

particularly stark

120 - Nominal GDP,yoy %chge
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A terms of trade shock has widespread implications for

the Australian economy
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Non-farm GDP and employment growth
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A recently subdued consumer has started to resurface

B \While a modest pick-up in consumer demand would not ordinarily cause concern, a pick-up
against a backdrop of high levels of consumer confidence, limited slack and a very strong
outlook for business investment is problematic.

B |t is simply not possible for every sector of the economy to grow above trend.

Consumer sentiment and spending

Domestic Final Demand - Two Speed Economy

David Plank, Head of Macro Research and Strategy, Aust/NZ: Living in a Post-GFC World: david.plank@db.com
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The high level of household debt in Australia is a
consideration for the interest rate outlook

B One of the reasons that Australia did well during the global financial crisis is that
households continued to take on debt.

B This increases the sensitivity of households to interest rates and is one of the reasons we
don’t expect the cash rate peak to be as high as in 2008 (unless the commodity prices
continue to rise for a few more years).

Financial Liabilities of the AUS and U.5. Household Sectors
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New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the New Zealand Securities Market Act 1988.
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity requiring a license in
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Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For
an investor that is long fixed rate instruments (thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the
expected cash flows and thus cause a loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to receivers.
But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets holding limits for different types of investors),
changes in tax policies, currency convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic
shocks may be mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates — these are common in emerging
markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically
short-dated interest rate reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs from the
currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in
addition to the risks related to rates movements.
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Deutsche Bank may engage in securities transactions, on a proprietary basis or otherwise, in a manner inconsistent with the view taken in this research report. In addition, others within Deutsche
Bank, including strategists and sales staff, may take a view that is inconsistent with that taken in this research report.

Opinions, estimates and projections in this report constitute the current judgement of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are
subject to change without notice. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof in the event that any opinion, forecast or estimate
set forth herein, changes or subsequently becomes inaccurate. Prices and availability of financial instruments are subject to change without notice. This report is provided for informational purposes
only. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in any particular trading strategy. Target prices are inherently imprecise and a product of the
analyst judgement.

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed investment decisions. Stock transactions can lead to losses as a
result of price fluctuations and other factors. If a financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely affect the investment.
Past performance is not necessarily indicative of future results. Deutsche Bank may with respect to securities covered by this report, sell to or buy from customers on a principal basis, and consider
this report in deciding to trade on a proprietary basis.

Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk. The appropriateness or otherwise of these products for use by investors is
dependent on the investors' own circumstances including their tax position, their regulatory environment and the nature of their other assets and liabilities and as such investors should take expert
legal and financial advice before entering into any transaction similar to or inspired by the contents of this publication. Trading in options involves risk and is not suitable for all investors. Prior to
buying or selling an option investors must review the "Characteristics and Risks of Standardized Options," at http://www.optionsclearing.com/publications/risks/riskchap1.jsp . If you are unable to
access the website please contact Deutsche Bank AG at +1 (212) 250-7994, for a copy of this important document.

The risk of loss in futures trading, foreign or domestic, can be substantial. As a result of the high degree of leverage obtainable in futures trading, losses may be incurred that are greater than the
amount of funds initially deposited.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction. In the U.S. this report is approved and/or
distributed by Deutsche Bank Securities Inc., a member of the NYSE, the NASD, NFA and SIPC. In Germany this report is approved and/or communicated by Deutsche Bank AG Frankfurt
authorized by the BaFin. In the United Kingdom this report is approved and/or communicated by Deutsche Bank AG London, a member of the London Stock Exchange and regulated by the
Financial Services Authority for the conduct of investment business in the UK and authorized by the BaFin. This report is distributed in Hong Kong by Deutsche Bank AG, Hong Kong Branch, in
Korea by Deutsche Securities Korea Co. This report is distributed in Singapore by Deutsche Bank AG, Singapore Branch, and recipients in Singapore of this report are to contact Deutsche Bank AG,
Singapore Branch in respect of any matters arising from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who is not an accredited investor,
expert investor or institutional investor (as defined in the applicable Singapore laws and regulations), Deutsche Bank AG, Singapore Branch accepts legal responsibility to such person for the
contents of this report. In Japan this report is approved and/or distributed by Deutsche Securities Inc. The information contained in this report does not constitute the provision of investment advice.
In Australia, retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any financial product referred to in this report and consider the PDS before making any decision
about whether to acquire the product. Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register Number in South Africa: 1998/003298/10). Additional
information relative to securities, other financial products or issuers discussed in this report is available upon request. This report may not be reproduced, distributed or published by any person for
any purpose without Deutsche Bank's prior written consent. Please cite source when quoting.

Copyright © 2010 Deutsche Bank AG

Deutsche Bank
Global Markets 32

David Plank, Head of Macro Research and Strategy, Aust/NZ: Living in a Post-GFC World: david.plank@db.com


istics and Risks of Standardized Options," at http://www.options

